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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  Assistant  Secretary  for 
Community  Planning  and  Development 

Section  312  Rehabilitation  Loan 
Program;  Announcement  of 
Experiment  in  Local  Approval 
Authority  and  Sharing  of  Risk 

agency:  U.S.  Department  of  Housing 
and  Urban  Development. 

action:  Notice. 

SUMMARY:  The  Department  is 
announcing  its  intent  to  receive 
applications  for  an  experiment  in  local 
approval  of  Section  312  multifamily 
loans.  The  experiment  in  delegation  of 
local  approval  authority  will  be  based 
upon  an  agreement  by  each  participating 
locality  to  share  in  the  risk  of  each 
Section  312  rehabilitation  loan  made 
under  the  program.  Each  loan  will  in 
part  be  financed  by  Section  312  funds 
and  in  part  by  local  public  funds  with 
the  local  public  loan  subordinated  to  the 
Section  312  loan. 

FOR  FURTHER  INFORMATION  CONTACT: 

Dennis  Manning.  Rehabilitation 
Management  Division,  Department  of 
Housing  and  Urban  Development,  451 
Seventh  Street,  SW.,  Washington,  D.C. 
20410.  Phone  number  202-755-5890. 

1.  Purpose.  This  Notice  is  to  inform 
participating  localities  and  HUD  field 
staff  of  an  experiment  in  local  approval 
for  multifamily  lending  under  the 
Section  312  Rehabilitation  Loan  Program 
and  to  request  applications  from 
interested  local  public  agencies  (LPA's). 
This  experiment  will  occur  in  Fiscal 
Year  1979. 

2.  Background.  A  significant  increase 
in  the  scale  of  multifamily  lending  under 
Section  312  is  planned  for  Fiscal  Year 
1979.  Up  to  $60  million  is  available  for 
multifamily  lending  in  Fiscal  Year  1979. 

The  Department  encourages  close 
incorporation  of  the  Section  312  program 
with  other  rehabilitation  activities  being 
carried  out  by  localities,  especially 
those  under  the  Community 
Development  Block  Grant  (CDBG) 
program.  The  Department  wishes  as 
much  as  possible  to  provide  for  local 
management,  decisionmaking,  priority 
setting  and  responsibility  for  program 
operations  under  Section  312  as  is  the 
case  under  the  CDBG  program.  It  does 
not  appear  possible  to  implement  a 
wide-scale  use  of  local  approval 
authority  for  the  enlarged  multifamily 
program  in  P'iscal  Year  1979. 

The  Department  would,  however.  like 
to  execute  an  experimental,  verj'  small- 


scale  use  of  local  approval  of 
multifamily  loans  on  a  “risk-sharing" 
basis  in  Fiscal  Year  1979.  An  earmark  of 
$3.5  million  has  been  set  aside  for  the 
risk-sharing  experiment.  Participation  in 
the  experiment  will  not  result  in 
reduction  of  the  funds  otherwise 
available  for  any  participating  locality. 
The  Department  is  thus  issuing  this 
Nolice  to  inform  LPAs  and  ask  for 
applications  by  those  LPAs  which  may 
wish  to  participate. 

3.  Description  of  the  experiment.  The 
proposed  experiment  has  the  following 
characteristics: 

a.  A  participating  locality  will  be 
given  a  specific  earmark  of  Section  312 
funds  for  multifamily  lending  for  Fiscal 
Year  1979.  The  target  will  permit  easier 
work  scheduling  and  setting  of  local 
priorities  by  the  participating  locality. 

b.  Instead  of  making  case-by-case 
applications  to  a  HUD  ofHce,  the 
locality  will  be  perr^Ued  to  assign  its 
own  priorities  within  existing  program 
guidelines  for  funds  and  approve  loans 
up  to  the  target  amounts. 

c.  The  locality  will  perform  all  of  the 
loan  packaging,  underwriting  and 
approval  functions  either  through  its 
own  staff  or  by  using  technical  skills 
available  in  the  private  sector  at  the 
locality.  HUD  will  provide  technical 
assistance  through  its  own  staff  to  the 
degree  that  staff  time  and  skills  are 
available  and  may  also  provide  such 
assistance  through  contract  consultants, 
as  long  as  adequate  CDBG  technical 
assistance  funds  for  related  planning, 
developing,  and  administering  of 
community  development  block  grants 
are  available. 

d.  I'he  rationale  underlying  the 
Department's  permitting  localities  to 
underwrite  and  approve  direct  Federal 
loans  to  private  individuals  rests  upon 
the  assumption  of  a  share  of  the  risk  for 
each  loan  by  the  locality.  The  locality 
must  provide  at  least  20  percent  of  each 
loan  from  local  public  funds  (e.g., 
mortage]  of  the  locality  to  the  HUD 
mortage.  There  will  this  be  two  separate 
rehabilitation  loans  for  each  property,  a 
local  public  loan  and  a  Section  312  loan. 
If  there  are  two  mortages,  each  will  be 
recorded  separately  with  the  local 
public  mortage  subordinate  to  the 
Section  312  morgage.  Each  note  and 
mortgage  will  be  treated  separately 
under  State  law  exactly  as  would  two 
private  notes  and  mortages  on  the  same 
real  property,  one  subordinate  to  the 
other. 

e.  An  agreement  between  HUD  and 
each  selected  locality  will  set  forth 
terms  of  the  experiment  and  local 
approval  authority  (as  described  in 
paragraph  7). 


f.  Policies  generally  applicable  to 
Section  312  mulfifamily  loans  (see 
Rehabilitation  Financing  Handbood. 
HUD  7375.1)  shall  apply  also  to  loans 
approved  under  this  experiment  in  risk¬ 
sharing. 

4.  Application  process.  The  localities 
carrying  out  CDBG  programs  which 
wish  the  utilize  Section  312  multifamily 
loan  funds  during  Fiscal  Year  1979  under 
the  conditions  specified  above  are 
invited  to  submit  applications  for 
selection  by  HUD  upon  the  following 
terms.  Any  interested  locality  should 
communicate  to  the  Department  of  HUD, 
Assistant  Secretary  for  Community 
Planning  and  Development.  451  Seventh 
Street,  S.W..  Washington,  D.C..  20410, 
Attention:  Directory  of  Rehabilitation 
Management  Division.  Room  7164  (a 
copy  of  the  application  should  be  sent  to 
the  HUD  Area  Office)  in  writing  within 
21  days  of  this  Notice  the  following: 

a.  The  amount  of  funds  based  on  the 
terms  and  conditions  of  the  risk-sharing 
experiment  that  the  locality  needs  and 
can  obligate  to  multifamily  loans  in 
Fiscal  Year  1979. 

b.  A  commitment  of  the  local 
matching  funds  and  an  acceptance  of 
the  level  of  risk  required. 

c.  A  brief  managment  plan  describing 
how  the  locality  will  provide  the 
underwriting  and  program  management 
skill  needed  to  use  effectively  the  funds 
requested  in  Fiscal  Year  1979. 

5.  Criteria  for  selecting  localities. 
Proposals  submitted  according  to  the 
instructions  contained  in  paragraph  4 
above  will  be  reviewed  according  to  the 
following  criteria: 

a.  The  quality  of  the  overall 
management  plan  including  the 
adequacy  of  the  locality  staff  or  other 
arrangements  made  to  secure  the 
various  skills  needed  to  analyze, 
package  and  approve  multifamily 
rehabilitation  applications. 

b.  The  past  performance  of  the 
locality  in  implementing  the  Section  312 
Rehabilitation  Loan  Program  or  other 
rehabilitation  loan  programs  if  there  has 
been  no  experience  with  the  Section  312 
program. 

c.  Capacity  to  use  the  funds  and  need, 
including  the  relative  distress  of  the 
locality. 

6.  Other  procedures  for  local 
approval.  The  purpose  of  this  Notice  is 
to  determine  interest  in  the  above 
experiment.  In  informal  discussions, 
some  localities  have  suggested  that 
there  might  be  alternatives  to  requiring  a 
local  public  share  which  would  equally 
well  provide  a  basis  for  HUD  delegation 
of  approval  authority  to  localities.  The 
Department  agrees  that  many 
alternatives  may  prove  superior  and 
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strongly  enoourages  the  development  of 
additional  approaches.  To  test  other 
approanhes  to  delegation  of  local 
approval  authority  for  multifamily  loans. 
Department  is  considering  a  second 
eoanpetitive  demonstration  program 
wtifiKing  Section  312  funds  in  which  the 
suteotkm  process  would  be  managed  1^ 
Ae  Assistant  Secretary  for  Policy 
Development  and  Research.  Further 
infwmation  will  be  made  available  at  a 
later  date.  In  order  to  assess  the  merits 
of  such  a  demonstration,  and  to  assist  in 
its  design,  HUD  invites  localities, 
housing  rehabilitation  developers,  and 
other  interested  parties  to  send  their 
views,  ideas  and  suggestions  to  the 
attention  of  the  Assistant  Secretary  of 
FDR,  no  later  than  May  15, 1979. 

7.  Agreement  to  implement 
muhifumily  risk-sharing  demonstration. 
The  sharing  demonstration  will  be 
implemented  through  individual 
agreements  between  participating 
localities  and  HUD.  The  agreements  will 
state  rights  and  responsibilities  of  each 
party,  including  but  not  limited  to  the 
following  points: 

a.  Minimum  files  and  records  to  be 
maintained  by  the  participating  locality. 

b.  A  requirement  that  the  local 
approving  officer  not  have  a  direct 
involvement  in  the  processing  of  loans. 

c.  Grounds  for  termination  of 
agreement. 

d.  The  right  of  the  Department  to 
supervise  and  inspect  local 
performance. 

Issued  at  Washington.  D.C.,  April  4, 1979. 

Rotwfl  C  Kmbry,  |r., 

Assulnitt  Secretary  for  Community  riunning  and 

Devetopuient 
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